University of Mississippi

eGrove
Newsletters

American Institute of Certified Public
Accountants (AICPA) Historical Collection

2-1998

Members in Internal Audit, February/March 1998
American Institute of Certified Public Accountants (AICPA)

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons

Members in

Internal Audit
February/March 1998

1998 AICPA Spring National Industry
Conference

f

A m erican I nstitute O C ertified

Highlights
F2
Measuring the Impact
of Managing Diversity
Issues
F3
Small Manufacturers
and The New
Finance—A Golden
Opportunity

Public

A c c o u n tan ts

F4
What CPAs Should
Know About the
Virtual Office

Learning is a breeze with a new program in
San Diego—training finance specialists to be
skilled decision-makers in an ever-dynamic
business environment! The 1998 AICPA
Spring National Industry Conference is
being held on Apr. 20-22, 1998 at the
Sheraton San Diego Hotel and Marina in San
Diego, Calif.
Hone your skills while you train to
become a strategic business decision-maker
and a relevant, forward-thinker. The Spring
National Industry Conference in sunny San
Diego will prepare you for your expanded
role in business and industry with comprehen
sive, cutting-edge training based on specific
competencies addressed in the AICPA
Competency Model for the New Finance
Professional (the Model).
Unfurl your sails to catch the
breeze! You have to be prepared to
meet various challenges in the
changing business environment.
The role of financial specialists
like yourself has broadened requir
ing vital expertise to become versatile, wellrounded, and value-added professionals. Your
heightened responsibilities highlight the need
for intensive training in different areas beyond
the CPA’s traditional scope. This year’s con
ference features concurrent sessions that relate
to four key competencies identified in the
Model, such as The Professional as
Communicator (Personal Attributes), The
CFO-Quarterbacking Team-Based Strategic
Planning (Leadership Qualities), Innovation
Strategy and the Knowledge Economy
(Broad Business Perspective) and ActivityBased Budgeting at a Mid-Sized Manufac
turer (Functional Expertise).

Profit from the expertise and experience
of renowned speakers, including Robert
Brewer of W.R. Grace & Company (“Internal
Audit—Moving from Adversary to Business
Partner”), Gary Kelly, CFO of Southwest
Airlines (“Transforming Finance”); Bill
Butterworth of Bill Butterworth Company
(“Bring Back the Balance in Life”); Steven
Fink of Digital Equipment Corporation (“The
Internet Explosion: New Business Models,
New Accounting Challenges”); and Richard
Teerlink, Chairman of the Board of HarleyDavidson, Inc. (“Harley-Davidson’s Journey
from Survival to Renewal”).
Earn 6 additional hours of CPE credit.
Come a day early and learn about the top 10
technologies of 1998 that will support your
successful transition to the new millennium.
The pre-conference session on
Apr. 19th is what you need to stay
current in such areas as Internet
security and electronic commerce,
innovative hardware and software,
and electronic office systems.
On Monday, Apr. 20,1998, there will be
a surfing safari reception complete with surf
boards, beach balls, hula hoops and Harleys.
Your favorite beverage will be waiting when
you come to the barbeque on the beach.
The registration fee for the Spring
Industry Conference is $675 and $295 for
the one-day Information Technology
Conference. Early-bird, team and combina
tion discounts are available. For a brochure,
more information on the conferences and
registration, call toll-free:

conferences

800/862-4272
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Measuring the Impact of Managing Diversity Issues
Effective diversity management necessitates a rethinking of man
agement attitudes and practices. Training, controlling, manipulating,
overseeing, governing: all define the word “manage” and all have
application in practice. These connotations of management practice
were effective in a business culture that was relatively homoge
neous, mass-market, product-driven and capital-intensive. In a busi
ness culture that is increasingly diverse, global, fragmented, con
sumer-driven and information-intensive, management practice must
change. For employees to maximize innovation and creativity, man
agement must give way to decentralized leadership. This is not the
tired notion of “empowering employees.”
Opportunities for employees to innovate make a competitive
difference. Research indicates that homogeneous work teams are
generally less innovative than those representing diverse viewpoints
and backgrounds. AT&T analyzes its competitors based on both
their financial portfolios and on who runs the company. Results of
the latter are particularly telling.
Analysts examine the educational backgrounds, marital status
and business affiliations of the competitor’s top executives, and then
use the information to formulate a personality profile of the com
petitor. This analysis augments traditional financial analyses.
Competing organizations whose top executives have the same edu
cational discipline, experience, family structures and social interac
tions show predictability in their thinking and decision-making.
Based on this profile, analysts can predict how their competitors
will act and react in key markets. Organizations whose executive
team contains diversity demonstrate more creative and less pre
dictable decision-making processes.
Effective diversity management also necessitates a rethinking
of employment systems—the “rules” by which we work. What must
be created is an equitable or fair employment system which is based
solely on merit and allows an organization to attract and retain the
most qualified workforce. This type of employment system openly
acknowledges differences and dissimilarities in people so that the
focus is on competencies, not packaging. Under this system, equity
equals fairness and just treatment for all. Merit is based on assessing
how individuals maximize their capabilities and capacities. An equi
table employment system is performance-based and influences hir
ing, rewards and recognition, utilization and termination.
Existent barriers in employment systems that get in the way of
merit include: hiring and promotion based on “who you know,” old
boys’ networks; non-bona-fide job requirements (asking for skills not
necessary for job success); seniority; and, outmoded definitions of
corporate culture “fit” (hiring and promoting people “just like us”).
At National Grocers/Loblaw’s, changing demographics have
influenced hiring qualifications and occupational requirements. In

one store location there had been an influx of Mandarin and
Cantonese-speaking immigrants who were unable to communicate
with the store pharmacist. Recognizing lost opportunity, the store
advertised another pharmacist position, including a requirement that
the applicants speak both Mandarin and Cantonese. After the posi
tion was filled, both prescription rate and pharmacy revenues
increased significantly. For National Grocers/Loblaw’s, who began
to entrench diversity into its business strategies five years ago, this
inclusive strategy—one that accommodates diversity and resultant
variations in customer needs—has paid off in higher revenues.
The Path Forward

A successful diversity management process requires the active
support of senior executives. Executives must be shown the bot
tom-line benefits of valuing and managing diversity.
For the short term (one to three years), the organization should
focus on:
• setting strategic direction
• entrenching diversity management into the business by establish
ing clear diversity objectives
• communicating and networking with other organizations
• measuring employee and customer perceptions, and then estab
lishing performance parameters tied specifically to the business
• making adjustments to the employment system and information
systems
• most important, awareness training
Clearly articulating what needs to be accomplished will also
support the establishment of measurement parameters. These para
meters must be individualized by organization and be consistent
with other organizational measures of success. If diversity is to be
entrenched in business processes, it must not live in a parallel uni
verse, or be perceived as “something else to do.”
Over the long term (more than three years), the organization
should focus on skills development training, communications,
benchmarking against best practices, continued networking with
other organizations, and monitoring performance parameters.
The time frames may seem short, given the scope of the tasks.
However, if the organizational goal is sustainable commercial
advantage, there is no strategic and competitive advantage in the
concept of “we will deal with this later.” The prize is long-term sus
tainable growth and a level of creativity and innovation that will
establish competitive advantage and boost the bottom line.
Measuring the impact of diversity

Management accountants can play a major role vis-a-vis diversity

continued on page F3
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continuedfrom page F2—Managing Diversity
management by serving as a crucial link between formulating
strategic goals in this area and reporting on their execution and
accomplishments in a meaningful, timely fashion. As the account
ing function has a major responsibility for developing and main
taining information systems, it can provide hard financial data for
directly measurable items and approximations for those less
amenable to direct quantification.
Many will argue that diversity, not unlike intellectual capital,
is such an opaque issue that its financial implications are difficult,
if not impossible, to measure. But it must be measured and evalu
ated if organizations are to achieve long-run competitive advantage
and make appropriate, economically-sound business decisions.
One method of getting a feel for the economic value of diversity
management is to conduct a cost/benefit analysis (see below) simi
lar to procedures used to evaluate investment in major physical
assets such as plant and equipment.
Selected costs and benefits of instituting a diversity
management system

Costs

• Cost of time to establish diversity policies and procedures
• Cost of developing and maintaining an inventory of organiza
tional skills
• Cost of developing and maintaining internal communications
vehicles on diversity
• Cost of developing appropriate evaluation and reward systems
• Cost of executing the policies, procedures, evaluations and
reward systems
• Cost of training and education to entrench diversity values
• Cost of image-building and public relations efforts related to
diversity

• Cost of expanded benefits systems which acknowledge
diverse needs
• Cost of preparing supplement to annual report

Benefits (savings)

•
•
•
•
•
•
•

Decreased dysfunctional turnover cost
Decreased cost of absenteeism
Increased productivity and efficiency of employees
Decreased cost of poor quality goods and services
Decreased cost of outside consultants
Increased effectiveness and productivity of teams
Decrease in legal and reputation costs of diversity-related
employee grievances
• Increased organizational innovation
• Increased employee morale and job satisfaction
• Increased customer service and satisfaction
• Enhanced organizational reputation
• Increased long-run profitability and financial health
Financial managers can also play an important role in provid
ing the link between strategy and action by helping to design and
monitor control and evaluation systems for the organization. The
partial list of costs and benefits identified here indicates many of
the strategic areas on which diversity impinges. Especially for
multi-national organizations, valuing internal diversity is analo
gous to using financial diversification to manage risk.
Measuring the Impact of Managing Diversity Issues (Issues
Paper #12) is available individually from the AICPA (No.
028963CLC2) or as a part of The New Finance: A Handbook of
Business Management (No. 028900CLC2).
AICPA Order Department: 800/862-4272

Small Manufacturers and The New Finance—A Golden Opportunity
There is clearly a gap between the extent that The New Finance can
be of benefit to smaller manufacturers and what is happening today
according to research conducted by Mark A. Turner, Professor of
Accounting, Stephen F. Austin State University and James L. Dodd,
Assistant Professor of Accounting, Drake University. They surveyed
24 CFOs and controllers of manufacturing companies with an aver
age of $74 million in revenues seeking to find which tools and tech
niques smaller manufacturers have adopted or expect to implement,
what roadblocks they have experienced, and what benefits are being
derived from this perceived revolution in American enterprises.
The researchers examined how the following tools are being
employed as evidence of the presence of The New Finance in small
companies. Generally, there is no direct pressure to adopt the tools
of The New Finance. Thus, few financial managers have taken the
time to study and understand the elements of The New Finance to
the extent necessary to adequately evaluate the potential benefits to
their companies. Additional findings will be included in the April
1998 newsletter.
Activity-Based Costing (ABC) - Only one company actively
employs ABC to cost products and perform analysis. It uses this
tool in recognizing that it is unfair to burden the cost of a product

for one customer with costs that are attributable to other customers.
Many of the companies interviewed simply do not have the systems
in place to capture information necessary to employ ABC.
The financial managers interviewed tend to focus primarily on
cost measurement responsibilities with little emphasis on cost man
agement. They look at cost management as a large business phe
nomenon since they have the resources to sustain an effort for
accomplishing long-term goals. Small businesses, on the other
hand, are compelled to devote most of their resources to short-term
projects with near-term payoffs.
Measuring the Cost of Quality - Smaller manufacturers track
significant aspects of costs to conform and costs of failing to con
form to quality standards. Although they may use different terms,
they may not report them outside the traditional financial statement
format. Scrap, rework and warranty are the most commonly identi
fied costs of quality. Prevention and appraisal costs may be
incurred, but are less likely to be identified or highlighted. The least
likely costs of quality to be monitored are downtime due to defec
tive parts and lost sales due to defective products.
continued on page F4
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Twenty-five percent of the participants are ISO 9000 certified
and several are in the process of seeking certification. Two-thirds of
the companies are either unaware of ISO 9000 or have made a con
scious decision not to pursue it. The primary motive for seeking
ISO 9000 certification is generally to satisfy customer requirements
of where the company has significant international operations.
Some companies are waiting to see whether ISO 9000 gains long

AICPA

term acceptance or is a passing fad since the cost to achieve certifi
cation is a major financial hurdle.
This study was funded by the AICPA’s Centerfor Excellence in
Financial Management in a grant to Professors Turner and Dodd to
encourage academics to research topics in The New Finance whose
outcome will result in new knowledge that will be of benefit to
accounting professionals and other financial managers.

What CPAs Should Know About the Virtual Office
Will CPA firms and other businesses look the same way in 10 or 20
years? In the coming decades, more and more companies will make
creative use of technology to cut costs and enhance quality and pro
ductivity. One illustration of this trend is the virtual office. Broadly
defined, a virtual office is one in which work is performed in an
unconventional setting. Firms and companies already are taking
advantage of options such as telecommuting to enhance flexibility
and pare expenses, but some have gone one step further, shutting
down their traditional central offices completely and having employ
ees work from virtual offices at home, where they communicate
with clients and each other over fax or phone lines or by modem.
All Shapes and Sizes

The virtual office concept can be implemented in a wide variety of
practices. The most obvious candidate for a virtual office is a spe
cialized consulting firm, one in which face-to-face contact with
clients is not regularly required. But even a tax practitioner can
adopt a virtual office. The three members of Florida CPA Pat
Patterson’s firm all work from home, and he reports that the lush,
tropical view from his office has done a lot to convince clients of the
value of his new setup. “The clients come here a little tense because
of the nature of the tax return appointment, and they tell me it’s
more enjoyable to see me now,” according to Patterson. He says that
bringing clients into his home have made them feel more like a part
of his family.
Technology is crucial to virtual offices, but while some of these
operations use state-of-the-art high tech equipment, others rely on
easily accessible options—such as the voice mail offered by local
phone companies to knit their firms together. Organizations in vir
tual offices should be familiar with the workings of their own equip
ment, but they needn’t be computer experts.
The Advantages

Some CPA firms that are functioning as virtual offices keep a small
main office in a downtown business district to meet clients or for
visibility, but others have found this unnecessary. In both cases, the
primary attraction of a virtual office is the opportunity to slash rental
costs. For example, one Virginia practitioner used to pay $ 1,500 per
month for a traditional suite, but he slashed that cost to $200 a
month for a shared suite that serves as his “main” office and as the
work space for one employee. The CPA and two other employees
do all their work from home.
While some workers need the structure or close supervision of
a conventional office environment, others relish the solitude of a
peaceful work space. “Being able to sit down and focus on a project
uninterrupted is wonderful because that’s impossible to do in the

office,” says Laura McNutt, a tax partner of Texas-based Bottello
Matthys and Polansky, who works much of the time from a virtual
office in Raleigh, North Carolina.
Quality of life is another important issue. Professionals who
work in virtual offices can adapt their hours to their families’ sched
ules or to suit their own work habits. Their personal work-related
expenses drop considerably, too. “I spend 20% less than I used to on
gas, lunches out, business clothes,” notes Sarah Henderson, who,
along with her four other colleagues at a Texas- based pension bene
fits boutique, works from a virtual office. And when employees are
working in an attractive environment, recruiting becomes that much
easier. Virginia CPA John Gill says when he searched the Internet
for potential part-time candidates, he found a number of qualified
accountants willing to work from a virtual office.
The Downside

Virtual offices aren’t for all organizations, however. For one thing,
the technology that is the lifeblood of these setups can also cause
tremendous problems.
Having always relied on her 12-person firm’s computer support
staff to address technology problems, Laura McNutt’s biggest
headache has been learning the mechanics of the hardware and soft
ware that are so vital to her setup. “I’m very well able to move
around within software, but when I hit a problem, I don’t know
what to do. That has been my greatest personal frustration.”
Working far from other colleagues is another difficulty.
“Sometimes when I’m grinding out a project and I don’t go out of
the house all day, I do get a little isolated,” says Roman Kepczyk,
a technology consultant for Manhattan, Kansas-based Boomer
Consulting, who works from a virtual office in Tempe, Arizona.
Kepczyk escapes to the local public library, where the glass
walled conference rooms offer the bustle of a traditional office
environment plus the solitude he needs to focus on his work.
Changing Times

The virtual office can make an organization leaner and more com
petitive. Even if it isn’t right for you, it’s important to be aware of
this new trend and its implications for your company.

For more information on the virtual office, the AICPA has pub
lished Creating A Virtual Office: Ten Case Studies for CPA Firms
(No. 090426CLC2). The price is $22.95 for AICPA members and
$28.95 for non-members.
AICPA Order Department: 800/862-4272

